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In response mH of 2 iugust, I sm emelosing a copy of
the preliminary views of our - gpecialists ;@mmmiug Comminiet China's
First Five Tear Flan snd some tebles of industrial cepecity additions and

production goals for the five year pericd. Nore thorcugh anslyses of the

various sspects of the plen are being undertaken, but the enclosures ahow 25X1C
25X1C that our @ - are in genearal agreesent

Your remsriks regarding coal production mre in sccoid with our views,
semely, that the coml extraction target for 1957 is fessible provided
sufficlent uses can be found for that amount of fuel.

25X1C With refersnce to pexsgraph 16
ve agree that the Pei.pting goversment will Ye faced with
chronle, semascnnl inflation, but its controls over collection snd distrli-
bution of consumer goods, prices, forced bond sales, snd forced deposits
of the public’s funds in banke are spparently alvesdy so weli developed

a5 to enabie the govermment o reduce the inflatfonary pressures of new
dependl created by its increasing vage payments. The question, then,
becomes doe of vhether the supply of consuner goods will be adequste o
satiafy the farmers and workers in each year subsequent to & bad cTop

year or in & series of such years. In our opinion, the maintenance of
high rates of militery expenditures snd hesvy industry investment under
such conditions vill be the most serious teet to which the capsbilities

of the regime will be subjected. Bowever, the fects that - despite
sgricultural setbacks due to the 154 floods - Ea; state treding in
sgricultural products substantielly incressed, (b) investment goals were
realized fn 1554, and (c) consumer goods production goals hed to be reduced

25X1C
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in 1955 without emy apperent compromize in military expenditures and
fnduetrial investment - these fucts indicate that the reglme considers
its controls sdequate to withstend the severest kind of testi.

As regards pavsgraph 19 of the paper, we believe 1t ies as yel too
early to determive the fensidbility of the 1957 railuwsy toun-kilometer goal.
We have some indications thet the Chinesc Commmists are confronting
their reilvey congestion preblem wore comprehensively then in the pest and
that developments nov updervay mey renSer the goal more practleal of
realisstion. The target for highvay ton-kilometers seems fantastically
high, dbut we asre not sure that we fully understand the meening of this
figure. These ustters will be dealt with in our forthecoming longer paper.

Deputy Divector/Intelligence

Euclosures;
i. Coements on Comnunist Chine‘s
First Five Tear Flan
2. ‘Febles of Industriasl Cepacity
Addittons snd Production Gosls
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